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MEY ECOMOMIC INDICATORS 
All values in million U.S. $ 
unless otherwise indicated. 


Cumula~ % 
Item & Date of most recent data shown 1972 1973 tive change 


1974 i/ 


A INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 11 
GNP at Constant (1963) Prices 8 
Per Capita GNP, Current Prices y 
Plant & Eqpt Invest at Const (1963) Pr. 
Indices: (monthly averages) 
Industrial Production (1970=100) (8/74) 104.1 113.9 
Avg. Labor Productivity (1970=100) 106.8 112.7 
Avg. Industrial Wage (1966=100) (8/74) 4172.6 212.3 
National Income at Current Prices 97,709 114,421 
Employment ('000) (7/74) 18, 331 18,500, 
Avg. Unemployment Rate, as % lab.for.(7/7) 3.7% 3.5% 
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. MONEY AND PRICES 
Money Supply 79,025.8 93,131.4 
Public Debt Outstanding 7,278 36,075 
Domestic (5/74) 25720 33,541 
External 1,558 2,534 
External Debt Service Ratio 1.% 1.4% 
Interest Rate (Central Bank) (3/74) 4.% 6.5% 
Indices: (monthly averages) 
Retail Sales (1970=100) (8/7!) 110.8 122.8 
Wholesale Price (1970=100) (8/74) 107.6 125.9 


. BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official reserves plus net 
foreign position of Banks) (7/74) 5346.5 5,004.8 
Balance of Payments (7/74) -1,284.6 -302.8 
Balance of Trade (7/74) - 714.0 -55997.1 
Exports, FOB (7/74) 18,657.7 22, 303.3 
U.S. Share 1,826.6 1,911.7 
Imports, CIF (7/74) 19, 371.7 27,900.4 
U.S. Share 1,600.8 2,309.7 


Main Imports from U.S. (Jan. - June 1974): Machinery and Equipment 27,947 M.T.,$ 277.0 
Oil Seeds and Cakes 786,854 M.T., $191.7; Chemicals 170,059 M.T., $ 147.4; Feeds 
and Grains 973,565 M.T., $ 143.3; Aircraft and Parts 598 M.T., $ 84.5; Coal 1,488,331 M.T, 
$ 54.6; Paper Pulp, Paper, Paperboard and Manufactures 145,373 M.T., $ 47.2; Iron 
and Steel Products 85,242 M.T., $ 31.5; Copper and Copper Alloys 12,361 M.T., $ 28.1. 


1/ Percent change full year 1973 over full year 1972; where 1974 data is indicated, 
comparison is with comparable 1973 period or 1973 average in case of indices. 


Note: Exchange rate used for sections 1 and 2 - 581.50 lire per dollar; 
Exchange rates used for section 3 - 581.50 lire for 1972 and 1973, and 
642 lire for 1974. 


SOURCES: ISTAT, Italian Central Institute of Statistics, Bank of Italy, Ministry 
of the Treasury. 





Summary 


The upswing in economic growth which occurred in Italy in 1973 
following two years of recession was reaffirmed through the 
third quarter of 1974. However, the outlook for the Italian 
economy in the coming months is less favorable than earlier 

in 1974 and is conditioned by a government monetary and fiscal 
stabilization program designed to combat inflation and to 
redress the balance of payments. Gross National Product in 
1974 was increasing at a satisfactory rate although real growth 
in GNP is expected to decline in 1975. Prices continued to 
rise at a rapid rate. The large 1974 overall balance of pay- 
ments deficit is expected to be reduced in 1975 but will 
continue to pose difficult financing problems for Italy as a 
result of increased prices for petroleum. The danger of an 
erosion of wage gains occasioned by strong inflation could 
induce the labor unions to adopt more aggressive bargaining 
tactics with the result that strikes could aggravate the 
unemployment picture. However chances are good that unemploy- 
ment levels in Italy will not reach the dramatic proportions 
feared in some domestic circles. 


The strengthening of the dollar against European currencies 
during 1974 as a result of developments in the energy field has 
offset somewhat the competitive price advantage which U.S. 
exporters enjoyed over European exporters to Italy following 

the dollar devaluations. Also, the continued devaluation of the 
lira which is floating independently of other Common Market 
countries has undermined somewhat the competitive price position 
of U.S. goods over Italian goods in Italian and in third-country 
markets. In spite of the expected slackening of domestic demand 
in the short-term. and of fluctuating terms of trade for U.S. 
firms occasioned by exchange rate movements, the longer-term 
objectives of the Italian government to foster economic growth, 
greater industrial investment and job ereation should offer 
increasing sales possibilities in the Italian market for U.S, 
firms. Particularly promising product areas are computers and 
related equipment, process controls, energy systems, and avionics. 
Special sales opportunities are developing for post office equip- 
ment, oil and gas field and distribution equipment and cable 
television, 





Current Economic Situation and Trends 
Short-Term Economic Outlook: Difficult but not Impossible. 


The upswing in economic growth which occurred in Italy in 1973 follow- 
ing two years of recession was reaffirmed through the third quarter of 
1974. Gross National Product in 1974 seemed to be increasing at a 
satisfactory rate and the long-awaited recovery in fixed investments, 
which was so strongly evident in 1973, was consolidated in 1974. In 
spite of these favorable developments, which in large measure reflected 
continued strong domestic demand, the outlook for the Italian economy 
in the coming months is less certain and is conditioned by a government 
monetary and fiscal stabilization program designed to combat inflation 
and to redress the balance of payments while at the same time maintain- 
ing acceptable levels of domestic growth and employment. Italian 
entrepreneurs continue to express uncertainty about future short-term 
economic trends. The momentum of a rather high rate of growth in the 
early part of 1974 bs likely to dissipate late this year. The outlook 
for the Italian economy at least through the early part of 1975 is one 
of declining real growth, a somewhat reduced but still high rate of 
price inflation, a much-improved but nonetheless sizeable balance of 
payments deficit, and rising unemployment. 


The ruling center-left coalition government headed by Premier Rumor 
resigned early in June over differences between the Christian Democratic 
and Socialist parties regarding the economic policies to be adopted by 
the government in combatting inflation and in restoring balance of pay- 
ments equilibrium. However, President Leone rejected the resignation 
and requested that Prime Minister Rumor continue the urgent business of 
adopting appropriate measures with which to combat the serious economic 
problems facing the country. In spite of the differences which had 
existed over this issue within the coalition, a center-left government 
again headed by Premier Rumor returhéd to power in mid-July and by mid- 
August it had obtained Parliamentary ratification of a "tax package" 
which included various tax and public service rate measures designed to 
reduce the budget deficit and to fight inflation. In October, the 
Rumor Government fell, in large part because of disagreements within 
the coalition over economic policy. Subsequently, Amintore Fanfani, 


Christian-Democrat party Chairman, was asked to fOrm a new center-left 
coalition. 


The government estimates that during 1974 Gross National Product will 
rise by 4.5 percent in real terms compared with a real GNP growth rate 
of 5.9 percent in 1973, but that the growth rate would fall to 1.5 per- 





cent in 1975. The main stimulus to growth in 1974 continued to stem 
from rising disposable income resulting from earlier national wage 
contract settlements and from increased transfer payments. The follow- 
ing are current government estimates of economic growth: 


(Percent Change in Real Terms) 


1974" 


GNP 

Private Consumption 

Public Consumption 

Fixed Investment 

Exports of Goods and 
Services 

Imports of Goods and 
Services 


P. Preliminary 
E. Estimate 
Source: Ministry of Budget and Planning. 


A major challenge which will face any Italian government concerns the 
inflationary effects of large cash budget deficits which will occur 

in 1974 and 1975. The Italian government has made a considerable 
effort this year to contain the budget deficit. In the area of fiscal 
policy, the main concern of the government in the coming months will 
be the extent to which the "tax package" approved in August will be 
effective in generating additional révenues and the success which the 
government may have in controlling budgetary expenditures. Although 
the 1975 appropriation budget shows a stabilization of the (appropria- 
tions) budget deficit at the 1974 level, mounting pressures in Par- 
liament for the enactment of long-awaited social reform measures will 
continue to represent a potential budgetary problem. Also, the over- 
all budgetary situation is clouded by the revenue uncertainties 
resulting from the introduction of new indirect taxes in 1973 and new 
direct taxes in 1974. 


Throughout most of 1974 the authorities continued to pursue a tight 
credit policy. In May a 50 percent import deposit scheme was introduced 
mainly in order to reduce bank liquidity. Indications are that the 
deposit scheme will be gradually liberalized. Short-term interest 

rates began to rise sharply during the second quarter of the year in 
nominal terms but have receded slightly more recently. When adjusted 





for the current rate of inflation, however, short-term interest rates 
are not high. Earlier attempts to limit the rise in long-term interest 
rates through central bank intervention in the bond market largely 
have been abandoned with the result that long-term rates are now more 
consistent with international lending rates. The monetary authorities 
continue to give high priority to maintaining tight credit as 

evidenced by the decision of the central bank in July to freeze the 
level of short-term foreign borrowing by the commercial banks. 


Industrial production in August 1974 registered a decline of 4.6 per- 
cent compared with August 1973, and a gain of 9.6 percent during the 
first eight months of this year compared with the similar 1973 period. 
The continued strong performance in industrial production during 1974 
was attributable to a backlog of total orders reflecting strong but 
declining domestic demand and continued strong foreign demand. However, 
in part, the relatively high rate of growth is due to a low 1973 base 
when strikes early that year limited industrial production. 


Prices have continued to rise at a very rapid rate this year as a 
result of increasing labor costs, higher world commodity prices (oil, 
food, industrial raw materials), and continued depreciation of the 
lira. In August 1974 the cost of living index was 21.2 percent above 
August 1973. Further upward pressure on prices can be expected as a 
result of the government's decision in August to abandon most of the 
price controls in effect since July 1973 and to increase public 
utility rates. Official estimates of the annual increase in the 


consumer price index for 1974 and 1975 respectively are 20 percent and 
16 percent. 


Employment in July 1974 improved by 235,000 units over July 1973, re- 
flecting strong activity in the industrial sector and also in the 
service sector, even though tourism reportedly has declined somewhat 
from previous years. As a consequence of these employment gains, the 
unemployment rate in July 1974 declined to 2.8 percent of the work 
force, compared with 3.1 percent in July 1973. Foreign demand for 
Italian goods continues to be strong and the projected real rate of 
growth in GNP this year of 4.5 percent and in 1975 of 1.5 percent should 
preclude any dramatic rise in unemployment late this year or in 1975. 
However, the erosion of wage gains occasioned by strong inflation could 
induce the labor unions to adopt more aggressive bargaining tactics 
(e.g., concerning the cost of living wage adjustment mechanism) with 
the result that ensuing labor strikes could aggravate the unemployment 
picture. In any case, chances are good that unemployment levels in 


Italy will not reach the dramatic proportions feared in some domestic 
circles. 





Through August 1974 imports (customs data) rose by 77.2 percent over 
the comparable 1973 period, while exports were up 55.2 percent. The 
government estimates that the overall balance of payments deficit in 
1974 will total about 5,300 billion lire and in 1975 about 2,900 
billion lire, thus underlining the difficult financing problem which 
Italy has been facing largely as a result of increased prices for 
petroleum. Through June 1974 Italy had an overall balance of pay- 
ments deficit of 2,917 billion lire. However, in July there was an 
overall surplus of 246 billion lire partly due to some improvement 
on trade account but mainly due to a large improvement in the 
capital account. Preliminary evidence shows a continued overall 
surplus in August and early September. 


The strengthening of the dollar against European currencies during 
1974 as a consequence of developments in the energy field has offset 
somewhat the competitive price advantage which U.S. exporters enjoyed 
over European exporters to Italy following the dollar devaluations. 
At the same time, the devaluation of the lira has undermined some- 
what the competitive price position of U.S. goods over Italian goods 
in Italian and in third-country markets. Also, growth estimates for 
1975 suggest a considerable slackening in Italian import demand in 
the short term. 


Long-Term Outlook: Economic policy in 1974 and early 1975 will 
continue to concentrate on fighting inflation and restoring equilibrium 
in the balance of payments through continued application of economic 
austerity policies along the lines of those introduced in Italy this 
year. While considerable improvement in the balance of payments is 
anticipated in 1975, the world energy crisis will continue to plague 
Italy, even in the absence of further oil price rises. In the 
meantime, further attention will have to be given to reducing the 
budgetary cash deficit. Also, labor unions will have to tailor their 
demands to current economic realities. The main anti-inflationary 
tools to be employed by Italian authorities will continue to be a 
tight monetary policy, a fiscal policy aimed at containing budgetary 
expenditures and the limited use of direct price controls. 


While restrictive economic measures have been employed mainly for 
cyclical considerations, the Italian government continues to be 
strongly committed to longer-term policies of encouraging industrial 
development, especially in the economically-depressed areas of the. 
South, and will continue to give high priority to fostering industrial 
investment and employment consistent with overall policies designed to 
achieve more balanced economic growth. Pressure will continue in 
Parliament for the enactment of long-awaited reforms of schools and 





universities, housing and health services. As the government 
charts a difficult course leading towards more balanced 

economic growth, the longer-term implications of these basic 
economic policy objectives point to increasing sales possibilities 
for U.S. exports in the Italian market. 


Implications for the United States 


U.S. Sales Continue to Rise, but High Oil Prices Cut Market 
Share of All Major Suppliers 


The latest available Italian trade statistics show that during the 
first seven months of 1974 imports from the United States amounted to 
$1.8 billion. The total for the year should therefore at least equal 
the 1973 record of $2.3 billion, dnd could easily surpass it.. The 
increase over the first seven months of 1973 is 54.9 percent. On the 
other hand, the U.S. share of the Italian market from January through 
July, 1974, was 7.5 percent, compared to 8.3 percent for the full 
years 1972 and 1973. Total imports increased by a whopping 80.3 per- 
cent over the first seven months of 1973, the result primarily of the 
rise in the price of petroleum. Italian oil imports rose from $1.4 
billion in the first six months of 1973 to $4.4 billion for the same 
period in 1974. This large increase was at the expense not only of 
the U.S. but also of other principal suppliers. Germany's share of 
the market dropped from 20.3 to 18.1 percent and that of France from 
15.7 to 13.4 percent. 


The largest U.S. import sector was again machinery and equipment, 

which will probably continue to be the leading category in the foresee- 
able future. Agricultural commodities (oil seeds and cake, feeds, and 
grains) continued in second place, which is evidence of the continued 
inadequacy of Italian agriculture. 


The lira is still dropping in value, but U.S. goods can continue to be 
competitive, especially in fields where sophisticated technology is 
concerned. Real growth in the Italian economy is expected to be 

much lower in 1975 then in 1974, but the government's efforts to 
redress the situation and foster economic growth, greater industrial 
investment, and the creation of more jobs should encourage U.S. 
exporters looking at the Italian market. 


U.S. Sales Prospects 


World-wide economic dislocation has brought home to Italy the need 

for insuring the international competitiveness of its industry. The 
point has been forcefully made that the escalation in unit labor costs 
cannot continue at recent rates without disastrous effects on Italy's 
economic situation. This realization will aid U.S. industrial exports 
over those of competing nations because of the reputation of U.S. 
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products as the best technologically and most dependable, hence 
making for higher gains in labor productivity. Thus, despite the 
problems Italy has in common with most of the world, U.S. exports 
can be expected to do relatively well. The Embassy has identified 
the following product areas as those offering best sales prospects: 


Computers and related equipment. With higher productivity as 


the watchword, computers, particularly small ones, should do well. 
Minicomputer sales are expected to increase by 400 percent between 
1972 and 1976. Smaller firms (the vast majority of Italian industry) 
are looking for computer capacity usable by present staff. The 
following items should sell well: all types of printers and plotters; 
visual-display, portable, and programmable terminals; cassette 
readers; recorders; etc. Government use of computer equipment should 
grow sharply, and medical, financial, and process applications should 
lead in new computer uses over the short term. Retail and wholesale 
trade should be strong customers in the slightly distant future. 


Process-control instrumentations. Much the same impetus will 
be behind expected increased sales of U.S. process-control equipment. 
Electric and electronic equipment will be the strong suit of U.S. 
suppliers. Non-mechanical controls should grow by approximately 
20 percent (in real terms) over the near and medium term. Best 
prospects are for process-remote-control panel-board instrumentation, 
process-variabilities equipment, special-use gauges, alarms, and 
software. Industry needs and current investment plans indicate that 
best customers will be the iron and steel, non-ferrous metals, and 
chemical industries. The Italian State Railway system and the 
electric power producer ENEL will also be heavily in the market as 
plans for modernizing and increasing capacity are implemented. 


Energy systems. The reasons for good prospects in this field 
are the need for more capacity and the reduction of dependence on 
oil imports. The saleability of U.S. equipment will depend more on 
financing than demand. ENEL, which generates 68 percent of Italy's 
power, has stepped up investment for all types of power production 
(nuclear, hydroelectric, and thermal). The outlook for U.S. suppliers 
is best in the construction of nuclear plants. Plans for at least 
five such plants are underway, and there are more in the offing. 
Heavy investment in the other types of power production will also 
offer opportunities for U.S. suppliers. As a result of a change in 
policy by ENEL, industrial end-users are being encouraged to put intheir 
Own power producing capacity. principally the metalworking industries, 
construction, and hospitals. Great opportunities exist for small 
turnkey power plants--particularly for gas turbine plants of under 
1,000 KW capacity, and for peak and emergency power units. 
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Avionics and ground-support equipment. The up-grading of 
Italian airports is underway, and the master plan (under the Civil 


Aviation Authority in the Ministry of Transportation and Civil 
Aviation) calls for investments of $1.5 billion, of which approx- 
imately $150 million will be for avionics and ground-support 
equipment. U.S. suppliers have a clear technological lead as well 
as being closely tied to the Italian industry through licensing and 
other know-how agreements. Competition will be lively, however. 
U.S. suppliers should do well in sales of airborne equipment. The 
U.S. advantage in ground-support equipment is less clear, but good 
sales are in prospect for suppliers with aggressive marketing 
campaigns. 


Three recent developments bear close watching by U.S. industry for 
possible sales. The Italian Post Office, which has afforded 
absolutely disastrous service over the past two years, is under 
extreme pressure to improve things. There have been several 
announcements of a massive investment program in automated post- 
office equipment to overcome the severe manpower shortage, most 
often cited as the reason for the postal chaos. Both timing and 
the funds required are not entirely clear yet, but significant 
opportunities should open up for U.S. suppliers in roughly the 
next six months. 


The Italian National Petroleum Company has just announced a large 
oil and gas discovery in Northern Italy that may prove to be major. 
Suppliers of oil-field equipment should benefit. This discovery 
will provide an even brighter outlook for gas-distribution equipment 
and gas-fueled equipment, whose sales prospects are already good as 
a result of the near completion of Dutch and Soviet gas pipelines 

to Italy. 


Finally, the implementation of a July court decision affecting the 
television monopoly of the Italian government will open the use of 
cable television (CATV) to a vast number of private organizations 
and local and regional governments. A market of very large pro- 
portions indeed ia figures) is at stake. A U.S. Government 
Trade Mission is scheduled for next spring to help U.S. companies 
exploit this opportunity. 
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